Washington State Gambling Commission
Study Session Agenda
Charitable Nonprofit Operators
August 10, 2006
9:30 —10:00 a.m.

Rules Simplification Project (RSP):
» Project Schedule

New Rule Proposals:
» WAC 230-04-190, 04-203 Two-part Payment Plan
» WAC 230-20-110 (1)(c) Prohibited Practice

Agency Request L egislation Update
» Barring Known Criminals
» Gambling Commission Powers and Duties
»  Minimum Age for Gambling

Consistency Questions (for next meeting)

Commission Meeting Agenda

Open Discussion

The next Study Session will be held on September 14, 2006
At the Red Lion in at the Park Hotel in Spokane




Washington State Gambling Commission
Study Session Agenda
Commercial Operators

August 10, 2006
10:00 a.m. — Noon

Responses to Questions From Previous Study Session

Agency Request L egislation Update
» Barring Known Criminals
» Gambling Commission Powers and Duties
»  Minimum Age for Gambling

New Rule Proposals
» WAC 230-40-855 Acceptance of tips from patrons for house-banked activities
» WAC 230-04-190, 04-203 Two-part Payment Plan

Rules Simplification Project:
» Project Schedule
» Chapter 15 — Card Room Rules (Second Half) — Tentatively Scheduled

Underage Gambling — Focus on Gambling Newsletter Article

Consistency Questions (for next meeting)

Commission Meeting Agenda

Open Discussion

The next Study Session will be held on September 14, 2006
At the Red Lion in at the Park Hotel in Spokane




Rule Simplification Project

Schedule
Rewrite Chapter Location in RSP Planned Commission Number of words
Date Process Appearance reduced
February | Chapter 03 Permitting Passed in March January, February, March Rules from Ch 04, 08, 12
2006 and Licensing and 25,786
Chapter 05 Fees -9352
16,434
March Chapter 06 Rules for All | Passed in June February, March, April Rules from Ch 08, 12
2006 Licensees 14,397
-3467
10,930
April 2006 | Chapter 11 Raffle Rules | Up for Final Action at | June, July, August Rules from Ch 20
August Commission 4889
Meeting -3335
1554
May 2006 | Chapter 09 Fund- Postponed from July | Moved up into Ch 15's place | Rules from Ch 04, 08, 12
Raising Event Rules Agenda; Up for July, August, September, 7601
possible filing at October -4269
August Commission 3332
Meeting
March Ch 15 Card Room Rules | Admin meetings Pushed back to September, Rules from Ch 40
2006 continue due to October, November 27,348
volume and technical -*23,011
difficulty *4307
April 2006 | Ch 18 Promotional Up for possible filing | Moved up to August, Rules from Ch 46
Contests of Chance at August September, October 967
Commission Meeting | October Noevember; -510
January 457




Rule Simplification Project

Schedule
April 2006 | Ch 07 Charitable and Admin Meetings set November2006January Rules from Ch 08, 12, 20
Nonprofit Organization to begin 2007, February 2007 9704
Rules Moved up to October 2006, -*8076
November 2006, January *1628
2007
July 2006 | Ch 10 Bingo Rules Rewriting begun* Returned to original

schedule: January 2007,
February 2007, March 2007

Ch 17 Hearing Rules

February 2007, March
2007, April 2007

Ch 13 Amusement
Game Rules

March 07, April 07, May 07

Ch 14 Punch Board and
Pull-Tab Rules

April 07, May 07, June 07

Ch 16 Manufacturers,
Distributors, and
Gambling Service

May 07, June 07, August 07

Suppliers

Ch 01 About the June 07, August 07,
Commission September 07

Repealers, August 07, September 07,

Housekeeping, and
Printing Business

October 07

January 1, 2008
All new rules become effective

* Marks rules still being simplified and therefore may be a lower total




WAC 230-04-190
| ssuanceof license — Expiration — Restrictions.

The commissionmay only issue a license to qualified applicants. All licenses are issued subject to the
following restrictions:

(1) The commission may issue the following licenses:

(a) Charitable and nonprofit organizations and agricutturat fairs. The commission may issue a
license to qualified bona fide charitable or nonprofit organizations or to qualified agricultural fairs to operate
each of the following activities upon a specified location:

(i) Bingo;

(i) Raffles;

(iii) Amusement games;

(iv) Punch boards and pull-tabs;
(v) Social card games; and

(vi) Fund raising events as defined in RCW 9.46.0233: Provided, That any agricultural fair authorized
under the provisions of chapter 15.76 or 36.37 RCWis prohibitedfrom conducting fund raising events.

(b) Commercialamusement games. The commissionmay issue a separate license to any person to
operate amusement games at one or more of the locations listed in WAC 230-04-138.

(c) Commercial stimulant card games. The commissionmay issue a license to any person operating a
business primarily engaged in the selling of items of food or drink for consumptionon the premises to allow
a specified portion of a specified premises to be used by persons to play authorized card games.

{(d) Public card room employee. The commissionmay issue a license to any person to performduties in
a public card room.

(e) Commercial stimulant punch boards and pull-tabs. The commissionmay issue a license to a
person operating a business primarily engaged in the selling of items of food or drink for consumption on the
premises to operate punch boards and pull-tabs upon specified premises.

(f) Manufacturersand distributors of gambling equipment and paraphernalia. The commission may
issue a separate or combination license to the following:

(i) Manufacturers of punch boards, pull-tabs, devices for the dispensing of pull-tabs, bingo equipment,
and other gambling equipment, supplies, and paraphernalia; and

(i) Distributors of punch boards, pull-tabs, devices for the dispensing of pull-tabs, bingo equipment, and
any gambling equipment, supplies, or paraphernalia for use in connection with authorized activities.

(9) Representatives of manufacturers or distributors. The commission may issue a separate license
to a representative of a manufacturer or distributor to engage in the sale and distribution of gambling
equipment and paraphernalia.

(h) Recreational gaming activity permit. The commission may issue a permit to an organizationthat

has been in existence for at least six months to conduct a recreational gaming activity as defined by WAC
230-02-505.

License expiration.

(2) Each such license shall be valid for the period of time or the level of gross gambling receipts set forth
on the license. In no case shall the time period exceed one year from the date that such license is issued:
Provided, That license expiration dates may be adjusted by commission staff to schedule workload.
Organizations licensed for more than one activity may have all expiration dates adjusted to end on the same



day. Whenever license expiration dates are adjusted under this provision, the required fee shall be prorated
by the commission. The prorated fees shall be computed on a monthly basis (i.e., one-twelfth of the annual
payment per month) and subtracted from the regular annual fee. A prorated fee will be based on the number
of whole months remaining upon approval of a license. For purposes of computing fees under this section,
any part of a month in which the activity is authorized to be operated shall be deemed to be a whole month.
Any difference between the required fee which exceeds twenty dollars, shall be refunded to the applicant.
Specific expiration dates are as follows:

(a) Licenses issued to conduct any authorized activity in connection with and upon the site of a qualified
agricultural fair, qualified community-wide civic festival, qualified world's fair, or qualified civic center shall be
valid only for the duration of the fair or festival, or, in the case of an activity at a civic center, for the seasons

during which the civic center is operating and open to the public. In no event shall such license exceed one
calendar year.

(b) Alicense issuedto conduct a raffie in connection with a qualified agricultural fair, qualified community-

wide civic festival or qualified world's fair shall be in effect from the date the license was issued through the
conclusion of the fair or festival;

(c) Alicense issuedto conduct a card toumament shall be valid only for the duration of the tournament,
butin no event shall exceed ten consecutive days;

(d) Alicense issued to conduct a fund raising event shall be valid only for the place and time set forth in
the applicationor otherwise approved by the commission. The number of events permitted under the license
in any calendar year is subject to the limitations set out in RCW 9.46.0233 defining a fund raising event:
Provided. That a fund raising event license shall allow an organization to have possession of gambling
equipment authorized for use at a fund raising event for a period of one year beginning on the day of the

event and to rent such for up to four occasions per year to other organizations licensed to operate fund
raising events;

(e) Alicense issuedto an individual shall be valid for a period not to exceed one year from the date the
individual was assigned duties requiring a license, the date the license was actually issued, or as set forth
elsewhere in this title, whichever occurs first: Provided, That a charitable or nonprofit gambling manager or
distributor representative license shall become void upon a change of employer; and

(f) Abingo license that has been limited under the restrictions of WAC 230-20-062 shall expire when the
level of authorized gross gambling receipts is reached. A license that expires under this subsection shall not
be granted an increase in license class for the current license period until all requirements of WAC 230-04-
260 have been met or the commission grants an increase in license class under procedures set forth in
WAC 230-20-062.

Reinstating expired licenses.

(3) i any licensee fails to submit a properly completed application and all applicable fees prior to the
normal expiration date, the license shall expire and the operation of the applicable activity must immediately
cease. When a license expires, a new application must then be submitted and a prelicensing
evaluation/investigation to the extent deemed necessary by the director will be completed prior to granting a
license: Provided, That if a properly completed renewal application and fees are received at the commission
headquarters office within the fourteen-day period following the expiration date, the commission may
reinstate the license using normal renewal procedures. Reinstating a license under this provision does not,

in any case, grant authority to operate the activity during the period between the normal expiration date and
the date of reinstatement.

Two-part payment plan for license fees.

(4) The commission may allow an applicant renewing an annual license or applying for an additional
license except for a house banked card aame license to pay the license fee in two payments under the
following conditions:

(a) The license fee is at least eight hundred dollars;

(b) The applicant pays an administrative processing fee as set forth in WAC 230-04-202 or 230-04-203,
plus one-half of the annual license fee at the time of application or renewal;



(c) Licenses issued under the two-payment plan shall be issued with an expiration date as determined by
subsection (2) of this section and a second-half payment due date. If the second-half payment is received on
or before the due date, the license will remain in effect until the expiration date. If the licensee fails to submit
the second-half payment prior to the due date, the license shall expire and all operations of the activity must
stop; and

{d) Gross gambling receipts during the first-half payment period must not exceed fifty percent of the
authorized class limitation for annual gross gambling receipts. Licensees whose gross gambling receipts
exceed fifty percent of the authorized level shall be required to apply for a license at the appropriate license
class as required by WAC 230-04-260 and pay the full upgrade fee, plus an administrative processing fee,
as set forth in WAC 230-04-202 and 230-04-203.

Conditions of license Issuance.

(5) All activities so licensed are licensed subject to compliance with all of the applicable provisions of
chapter 9.46 RCW, including any amendmentsthereto, all applicable rules and regulations passed by the
commission, all other applicable laws of the United States, the state of Washington and all political
subdivisions of the state of Washington which include but are not limited to the following:

(a) Business licenses or permits;
(b) Health certificates;

(c) Fire inspections;

(d) Use and occupancy permit; and
(e) Liguor license or permit.

[Statutory Authority: RCW 9.46.070. 01-11-063 (Order 401), § 230-04-190, filed 5/11/01, effective 6/11/01. Statutory Authority:
RCW 9.46.070 (1), (2). 97-14-013, § 230-04-190, filed 6/20/97, effective 7/21/97. Statutory Authority: RCW 9.46.070 and

9.46.1 16. 96-24-007 (Order 304), § 230-04-190, filed 11/21/96, effective 1/1/97. Statutory Authority: RCW 9.46.070. 94-23-007, §
230-04-190, filed 11/3/94, effective 1/1/95. Statutory Authority: RCW 9.46.0331.91-22-029 (Order 229), § 230-04-190, filed
10/29/91, effective 11/29/91. Statutory Authority: Chapter 9.46 RCW. 91-15-040 (Order 224), § 230-04-190, filed 7/17/91, effective
8/17/91. Statutory Authority: Chapter 34.05 RCW. 90-03-084 (Order 203). § 230-04-190, filed 1/18/90, effective 2/18/90. Statutory
Authority: RCW 9.46.070 (4), (11) and (14). 89-24-002 (Order 201), § 230-04-190, filed 11/27/89, effective 12/28/89. Statutory
Authority: RCW 9.46.070 (7}, (8}, (9), (10), {(14), (19) and (20). 89-09-047 (Order 190), § 230-04-190, filed 4/18/89, effective
7/1/89. Statutory Authority: RCW 9.46.070 (8), (11) and (14). 88-13-060 (Order 179), § 230-04-190, filed 6/14/88. Statutory
Authority: RCW 9.46.070 (1), (2), (3), (4) and (14). 87-21-015 (Order 172), § 230-04-190, filed 10/9/87. Statutory Authority: RCW
9.46.020(23). 81-03-045 (Order 105), § 230-04-190, filed 1/16/81. Statutory Authority: RCW 9.46.070(16). 78-06-066 (Order 85), §
230-04-190, filed 5/25/78. Statutory Authority: RCW 9.46.070(10). 78-05-043 (Order 84), § 230-04-190, filed 4/21/78; Order 78, §
230-04-190, filed 11/17/77; Order 51, § 230-04-190, fied 4/30/76; Order 42, § 230-04-190, filed 9/18/75; Order 23. § 230-04-190.
filed 9/23/74; Order 5, § 230-04-190, filed 12/19/73.]
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SEATILE JAYCEE ARG SO

July 17,2006

Director Rick Day

Washington State Gambling Commission
PO Box 42400

Olympia, WA 98504-2400

Dear Director Day,

This letter isto request assistance from the Gambling Commissionto re-instatearule that was
repealed in July 2000. WAC 230-20-110 (1)(c) under Prohibited practices (Attachment #1) had
languagethat the IRS usad to validate Technica Advice Memorandum (TAM) #199941043
(Attachment #2) which was issued on June 28, 1999. Without the wording from this WAC Rule,
which clearly stated that an organizationshall not fail to devotetheentire net income of any
gambling activity exclusively to the lawful purposeof theorganization, it changesthe ordinary
and necessary business expenses deductible under section 162 of the IRS Code.

This TAM dlowed Non Profit / CharitableLicenseesto deduct the expenses from Pull Tabsat
100%, now it isat 60% for Class 3 and above. 0% for Class 1 & 2. Simply it givesusthe same
exemption as with Bingo with the IRS.

What | am asking of you isto passthison to the department that can work on getting thisrule
reinstated and a letter from the VA6GC to the IRS explaining that the repealing of the WAC was
not with the intent to change how the organization should use the proceedsof their gambling
income. Throughout themanual it statesthat proceedsto be used for itsstated purposeor solely
to advancethe purpose ar dedicated solely tothe purposes. What they are looking for isthat the
net gambling income he used exclusively for the lawful purposes of the orsanization. The

addressfor the IRS s IRS, Tax Exempt/Government Entities, 915 Second Ave, Seattle, WA
98174.

| received thefirst draft of the rulessmplificationfor the Charitableand Non Profit Rules while
at the meeting last week and have found a need to make sureit makesit into the new rulestoo, as
they have been trimmed back even more than they were. Thisrule would need to be under the
General Rulessections because the Gambling Commission defines gambling proceedsasall
moneys remaining from the operation of any gambling activity after payment of prizesand
necessary expenses. We would need to be surethat it is not *bingo specific' sincethis, for IRS
purposes, isto do with pull tab net income.

Hereisahigtory of how al this came about:

We at Sesttle Jaycee Bingo and membersof the CNPV (Charitable Non Profit Voice) just
learned about thistax deductionin 2003. Membersof the WCCGA (Washington Charitable &
Civic Gaming Association) have been enjoying the deduction since 1999 (actually 1996 for the
three year digibility for refund). If you recall, the CNPV wastrying to change the Pull Tab

—
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caled Row Call from a Pull Tab game to a Bingo game, asit required the bingo gameto
completethe game. The reason we wanted this change wasdueto the taxeswe were payingto
the IRS on our pull tabsand thisgame increased our revenuein pull tabsdueto it's success.
Commission gtaff convinced usthat rule would remain the sameand becauseit hasinstant
winnersit isapull tab. A member of the WCCGA approached usand informed usthat we no
longer had to pay the Federal Income Tax on pull tabsand gave usthe cover letter (Attachment
#3). It took some time but we were able to finally get the T AMand get it to our CPAs. We
requested our refundsfor thethree years and started filing asthe TAM dlowed.

During the month of July 2006 audits began from the IRS relativeto filing with the TAM. Since
those of usthat are being currently audited are the oneswho have recently started filing with this
TAM we believethat thisis what caused the IRSto reexamine the TAM. Upon doingthis, they
could not find WAC 230-12-110. During our investigation | was ableto locatethe WAC
referencedin the TAM in the 1997 Rules Manual under WA C 230-20-110. In the2001 Rules
Manud it weslisted under the™ Disposition of sectionsformerly codified in thischapter' with
Order 381. | contacted Cameron of the WWBQC Financial Unit and asked about some forms we
were unawareof for Federa requirement and al so asked him what Order 381 was He
investigatedit for meand informed me that the rule was repealed due to redundancy. | reviewed
thiswith theauditing IRS Agent and he wrote up an explanation for meto giveto our Board of
Directorsand | asked if | could dso givethisto the WBQC, he said that would befine.

(Attachment #4) | reported a the WSGC Meeting last week during the Study Session and am
now following up with a letter.

We redly need to havethisrule back in the WAC rules. It affectsall your Non Profit and
Charitable Licensees. The TAMwould becomeeffectiveas soon asthisruleis back in the Rules
Manud. If retroactiveto June 30,2000 then we could once again ask for thethree year refund.

If not, then we can take 60% for previous yearsand as of 2006 100% if it can go back into the
rules ASAP. | am guessingthat there would bea 120 day period to get a rule back in with the 31
day rule. 1am not sureif theletter fromthe WBGCthat | requested would mekea difference
withthelRS but | certainly fed that it would beimportant to let them know that the rule change
did not change the intent of how Washington State law requires the distributionof net gambling

income be for lawful purposes.
Pleasefed freeto contact meif you have any questions.
Sincerely,

LindaSmith
Manager

Attachments

Cc. Jll Griffin - Presdent, Seattle Jaycees
Ronnie Strong - CNPV
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130-20-107

{Sututory Authority: RCW 9.46.070 (1), (8) - (11), (14), (20). 96-13-067
(Order 293), § 230-20-107, fiked 6/18/96, effective 7/19/96.]

WAC 230-20-108 Combination recei pting method
of receipting bingo income— Procedures, A system
utilizing a combination of cash register receipting and
another approved method of receipting may be used to
receipt for bingo income. The following conditions and
procedures apply to the use of the combination receipting
method:

(1) This method must be used by Class F and above
licensees receipting for bingo income from the following
types of sdes

(8) Disposablehingo card packets;

(b) Disposable bingo card sheets from a set of bingo
cards divided into subgroups,

(c) Electronically generated bingo cards, if sales
transactions and issuance of cards are not completed and
documented concurrently; and

(d) Bonus games as described in WAC 230-20-246
(8X<):

(2) All requirements for cash register receipting set forth
in WAC 230-20-104 shall be followed;

(3) If receipting for the sale o disposable bingo cards:

(@) All requirementsof WAC 230-20-107 must be
followed:;

(b) Each packet of cards from acollation of bingo card
packets or each sheet of cards from a set of bingo card
sheets shall be consecutively issued at each individual sales
point. Each packet, sheet of cards, or card which was not
issued consecutively during a session, and whose audit
number is lower t han the highest audit number issued, shall
be retained by the licensee for a peciod of not lessthan one
year: Povided That if collationsor sets are divided into
subgroups as authorized by WAC 230-08-105(5), then
packets or sheet of cards within each subgroup must be
Issued consecutively from each subgroup:  Provided further,
That packets Or shests of cardsrequired to be retained by
this subsection mey be 0ld during the next bingo session
that the specific collation or series is used; and

() Theinformation required by WAC 230-08-105 must
be recorded in the inventory control record; and

(d) Thetotals from the transaction record shall be
carried forward to the "daly bingosunmary" and reconciled
to sales per the cash register record;

(4) If receipting for dectronicaly generated bingo cards

(@ All requirements Of electrically generated bingo card
receipting as set forth in WAC 230-20-106 must be fol -
lowed; and

(b) Thetotalsfrom the transaction record shall be
carried forward to the "daily bingo summary" and reconciled
to sales per the caeh register record; and

(5)1f receipting for bonus ganes as descri bed in WAC
230-20-246 (8)(c):

(@) All requirements of ticket receipting as set forth in
WA C 230-20-105 mug be followed;

(b) Ticketsmust bei ssued consecutively from each sales
point. Ticketsa tach sdes point with audit numberslower
than the highest ticket issued at that sales point shall be
retained as a pat of the daly bingo records for a perjod of
not less than one year; and

©) o %%g'ﬁqu  record shall be

carried torwarg to the daly ommgo summary” and recondled
to saes per the cash register record.

[Sututory Authority: RCW 9.46.070(1), (8) - (11), (14), (20). 96-13-067
(Order 293), § 230-20-108, filed 6/18/96, effective 7/19/96.)

WAC 230-20-110 Prohibited practices. (1)(a) No
charftable or nokprofil organizations shal operate or conduct
any gambling activity on or within any leased premises if
rental under such leaseis to be paid, wholly or partly, i the
basis of a percentagedf the receipts or net profits derived
from the operation o such activity,

(b) Nor shall the yental under such lease exceed the
usud rental for such premises in the sane locdlity,

(©) Ner shdl any such organization fail to devote the
entire gt Income of any gamibling activity exclusively to the
lawful purposs of the arganization.

(2) No ¢haritable @ nonprofit organization shall hdd or
conduct any gambling activity if the compensation to ay
person taking part in the management Or operation Of such
activity isbased upon a percentage of the receipés or inoome
derived from the operation of such game. The paymentto
such persons of compensation which is other than reasonable
under the locd prevailing wege scale for employmentd a
comparable nature shdl create a presumption of a violation
of this subsection.

{Statatory Authority: RCW 9.46.070 (1), (10) and (13). 80-03-059 (Order
982)5 8 zs;)-wno. filed 2/25/80; Order 5, § 230-20-110, filed 12/19/73,
1:25 pam.

WAC 230-20-111 Promotional activities—
Petformances as gifts—Advance approval required. In
order to preserve the integrity and image of the charitable
and nonprofit bingo industry, promotiond activities induding
performances to entertain bingo patrons shall be deened a
promotiona ¢ft and subject to the monetary restrictions of
WAC 230-20-242. For the purposeof this rule, a pafor-
manceincludesany show. comedy act, skit, play, dance, or
similar activities, whether live or recorded, and whether or
not consideration is paid or nat paid to the performers of
such activities.

(1) An orgenization that plansto offer any performance
before, during, or &te any bingo session shall present a
written detailed outlineof such and shal secure gpprova Ly
thedirector of the commission prior to conducting the
performance. The organization shdl, in writing, request a
review by the director at least sixty days in advanced the
scheduled date of the performance.

(2) The director shall review the subject maiter o the
proposed performance and shall not approve any such
performance which in the director's opinion is contrary to
Ehe public interest of preserving the integrity of chariteble

ingo.

g(3) If the director deniesarequest to conduct a perfor-
mance, the organization may request a review by the
commission within thirt?/ daysof the decision. The decision
of the commission shal befinal.

[Sututory Authority: RCW 946070, $4-07-084 (Order 250), § 230-20-

111, filed 3/16/%4, effective 4/16/94; 93-15-041 (Order 242), § 230-20-111,
filed 7/14/93, effective 8/14/93)

(Mn1R6)
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this account to the organization's general account. You have indicated that all
anount s cl ai med as section 162 deductions were subsequently paid out as functional
expenses fromthe general account. It does not appear that you have nade an

al | ocation between the bingo and pul | -tab receipts for these years.

The taxpayer i S operating its gamng activities under rules set forth in the 1973
Ganbling Act for the State of Washington. Under this Act, only bona fide charitable
or nonprofit organi zati ons nay conduct gamng. These are defined in RCH 9.46.0209
as organi zations having charitabl e, benevol ent, el eenosynary, educational, civic,
patriotic, political, social, fraternal, athletic or agricultura purposes when
found by the Commission to be organi zed and operated solely for those purposes
rather than for the purpose of carrying on ganbling activities. Whder this section,
i f contributions are not deductible or the organization is not exenpt from federal
i ncorme taxes, the organi zation is not considered a bona fide charitabl e or
nonprofit organi zation. The Act al so creates the Vshington State Ganbl i ng
Comi ssi on, Chapter 230-WAC to inplement the statutory schene.

WAC 230-12-076 sets forth licensing requirenments for organi zations partici pating

in gamng activities. Qganizations are assigned a regul atory group based upon the
aut hori zed ganbl i ng recei pts as fol | ows:

(1} Goup 1 - ganbling activities with conbi ned annual gross receipts up to
$300, 000.

(2) Qoup 2 - gambling activities with conbi ned annual gross receipts up to
$1, 000, 000.

(3) Qoup 3 = ganbling activities with conbi ned annual gross receipts up to
$3,000,000.

(4) Goup 4 - ganbling activities with conmbi ned annual gross receipts up to
$5, 000, 000.

(5) Group 5 - ganbling activities with conbi ned annual gross receipts that exceed
$5, 000, 000.

WAC 230-08-255 states that as a requi renent of obtaining a gambling |icense and
tomaintainit, a charitable or nonprofit organization nust denonstrate that it has
nmade significant progress toward neeting its stated purposes during the period, ,
under review "Significant progress" neans that an organi zation has conplied with
requirenments set forthinits by-laws and charter; has actively engaged in
providing services to the public or its nmenbers during the entire period under
consi deration; and the services provided directly relate to the stated purposes of
the organi zation. Such activities are deemed to be significant when an organization
uses a substantial portion of its resources, including net ganbling incone, for

Provi di ng such services. Qganizationin Goups 3,4, ard 5 are subject to the
ol | owi ng addi ti onal requirenents:

(1) Hections to select officers nust be held at |east once every two years;
(2) A general nenbership neeting nust be hel d at |east once every two years;
(3) At least 60%of the net ganbling incone earned in the nost recently conpl eted

fiscal year nust be used in the sane period as functional expenses to provide

services to nenbers or the public; [There are several exceptions to the timng of
the required payout. )

© 2006 Thomson/West. No daimto Qig. US Gvt. Wrks.
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(4) No nore than 35%of the functional expenses nay be spent for supporting
servi ce expenses. |f nore than 50%of the functional expenses are provi ded through
i ndi rect met hods such as contributions, schol arships, services, then not nore than
20%of functional expenses can be spent for supporting services.

Functional expenses are essentially programservice expenses. [WAC 230-02- 1621
Supporting service expenses are adninistrative costs. [WAC 230-02-279]

WAC 230- 12- 110 provi des that an organi zation shall not "fail to devote the entire

net incone of any ganbling activity exclusivelyto the [awful purpose of the
organi zation. "

WAC 230-12-280 provides further that an organization's ganbling |icense may be
voided for fallure to conply with these requirenents.

| SSUES:

Based on these facts you have asked the fol | ow ng questi ons:

1. Are the requirenents under the Revised Gode of Véshington State (RCW) and
t he Washi ngt on Adm ni strative Code (WAQ that require an organi zati on to nake
significant progress toward neeting its stated purpose as a condition for a gam ng
l'icense so broad that they do not constitute a requirenent of |awful purpose
expendi t ures?

2 Is the distribution of net ganbling incone by the taxpayer in accordance
wi t h Washi ngton law, subject to the limtations of section 512¢(b) (10) of the Code
as a charitabl e contribution under section 170, or are the payments deducti bl e
under section 162 as ordinary and necessary busi ness expenses?

3 |If the paynents are deductibl e under section 152, is the excess of the
paynments over sixty percent subject to the charitable |imtation under section 1702

4 |If alicenseeis a Goup | or 11 licensee, do the requirenents of the ROW
and WAC constitute a | awful purpose expenditure?

5 Is alicensee that is exenpt under section 501(c){3) or (4) entitledto a
lawful purpose expenditure deduction under section 162, even though the functional
expenses required under the ROWand WAC for a charitabl e gaming | I cense are not
charitabl e paynments as defined in section 170?

6. Are amounts relating to bingo proceeds (as defined at section 513(f) (2) of
the Code), as distinguished frompull-tabs, that are transferred fromthe ganbling
account to the general account and ultimately expended for functional services,
deductible under either section 162 or 170 of the Gode.

LAW

Section 511 of the Code imposes a tax on the unrel ated business taxabl e i ncone of

an organi zati on described in section 501(c)(3) of the Code, that is derived from
any unrel ated trade or business regularly carried on by it.

Section 512¢(a) (1) of the Code defines the term "unrel ated busi ness taxabl e
i ncome” as the gross inconme derived b?/ any organi zation fromany unrel ated trade or
busi ness regul arly carried on by it, less the allowabl e deductions which are
directly connected with the carrying on of such trade or business, both conputed
wi th the nodifications provided I n subsection (b).

Section 512 (b) (10) of the Code permts organizations subject to the section 511
tax the deductions allowed by section 170 but not to exceed 10%of the unrel ated
busi ness taxabl e i ncone conputed wi thout the benefit of this paragraph.

Section 162(a) of the Code all ows a deduction for all the ordinary and necessary
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expenses paid or incurred during the tax year jimn carrying on any trade or business.
Section 1.162-15(a) of the I ncome Tax Regul ations, provides that no deduction is
al owable for a charitable contribution or gift by a corporation if any part of
that contributionis deductible under section 170

Section 513(f) of the Code states that the term "unrelated trade or business'

does not include any trade or business which consists of conducting bingo games.
"Bingo game" is defined in section S13(f)(2) tO mean any gane of bingo where wagers
are placed, the winners are deternmned and the distribution of prizes or other
property is nmade in the presence of all-persons placing wagers in such gane.

In South End Italian | ndependent ub, Inc. v. Commissioner, 87 T.C No 11
(7722/86), the Tax Court held that a section 501{c)(?) social club that distributes
its net proceeds fromthe operation of beano games I n accordance with Mssachusetts
law, was not subject to the linmitations inposed by section $12(b) (10) because the
proceeds were ordinary and necessary business expenses deducti bl e under section 162
rather than charitable contributions subject to section 170. The Massachusetts
gaming law required that the entire net proceeds of the beano ganes be used for
charitabl e purposes and not be distributed to the members of the organization. The
court decision did not rest on the purpose to which the net proceeds were
dedi cated. The court was persuaded that because the payments were compelled as a
condition for maintaining a gam ng |icense that the payout was not a voluntary

charitabl e contribution, it was an ordinary and necessary busi ness expense and
deductible in full.

Similariy, in Wnen of the Mdtion Picture Industry, e al v. Commissioner, T.C.
Memo 1997-518, the Tax Court held that the Texas gamng statute required that the
net Proceeds of both.bingo and "instant bingo*, a formof pull-tab, be paid out for
lawful purposes within specified time limts as a condition of maintaining a gaming
license. Although the statute permtted Ieeway as to the timng of the payout, all
funds had to eventually be paid out for charitable purposes or the organization
risked revocation of its gaming |icense. The court concluded that the payments made
for lawful purposes under this statute were ordinary and necessary business
expenses deducti bl e under section 162. In this case, the ampunt of inconme and
expenses attributable to the instant bingo activities was stipulated by the

Egrties. No deductions were al |l owed for expenses attributable to the section 513(f)
i ngo.

DI SCUSSI ON:

All of the issues raised hinge on whether the Washington State | aw requires that
the net Proceeds of the gaming activity be used for |awful purposes under the
statute as a requirenent for obtaining and naintaining a gamng |icense. To make
this determnation, an exam nation of the 1973 Ganbling Act for the State of
Washi ngton, as inplenented by the Washington State Gambling Commission in Chapter
230-WAC, S necessary.

WAC 230- 12-110 states clearly that an organization shall not fail to devote the
entire net incone of any ganbling activity exclusively to the | awful purpose of the
organization. An organization's ganbling license is subject to revocation under WAC

230-12-280C if it falls to use any part of the net gamng incone for lawful
pur poses.

WAC 230-12-076 and WAC 23u-08-255 inpose additional requirements for
organizations hol ding ganbling [icenses. These focus on the organization's
operational success in naking "significant progressm™ towards the goals that are the
basis for its tax exenpt status. Organizations that hold Group 3, 4. or 5 gaming
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l'icenses are subject to additional requirements regarding the timng of
distributions to be made and lintations on certain admnistrative expenses.

The Washington State statutory schene is simlar to both the Texas statute

di scussed in Wnen of the Mdtion Picture Industry, et al v. Comi ssioner, sugra,
and the Massachusetts statute discussed in South End Italian | ndependent d ub, Inc.
v. Cormssioner , supra. It is the fact that the state |aw requires that funds be
expended in a certain manner as a condition of maintaining a license, and t he fact
of possible license revocation if the funds are not expended in that manner, that
renders these payments ordinary and necessary busi ness expenses deducti bl e under
section 162 of the Code. They are not charitable contributions under section 170 as
they are not "voluntary,” they are mandated as a condition of continued operations.

This is not changed by the fact that the State may i npose further restrictions on
the timng and distributionof the funds.

An organi zationis not entitled to a deduction under section 162 until an
expenditure is nade. The court in Wren of the Motion Picture Industry, et al v.
Cormmi ssi oner, supra, noted that a transfer of funds fromthe gamng account to the
organi zation's general account is not an expenditure. When the funds are spent by
the organization for a | awful purpose under the statute, however, the expense is
deducti bl e under section 162. Programservice expenditures are | awful purpose
expendi t ures under the WAshington State statutory schene and deductible fromthe
gamng receipts at the tine the funds are spent.

The question of deductibility only arises in the context of unrelated business
taxabl e incone. An exenpt organi zationis not taxed on its income from exenpt
activities such as bingo defined in section 513(£f). This i s considered support from
a related activity under section 509(a)$2) . Accordingly, an organization nust
allocate its ganbling i ncone between related and unrel ated sources even when
permtted by the state to commingle the funds in one restricted gamng account.
Onl'y expenditures that are directly connected to the unrel ated busi ness i nconme
portion nmay be deducted under section 162. This i ssue was present in Vonen of the
Mtion Picture Industry, et a1 v. Conmssioner , supra. The parties had stipul ated
the amount of incone and expenses attributable to the instant bingo activities and
no deductions were al |l owed for expenses attributable to the section $13(£) bingo.

GONCLUS ONS:

1. The requirenents under the Revised Code of WAshi ngton State and the Washi ngton
Admnistrative Code that require an organization to rmake significant progress
tonard neeting its exenpt purposes as a condition for a gamng |icense are not too
broad to constitute a | awful purpose expenditure. The purposes of an organi zation
exenpt under section 501¢c) (3) of the Code are, by definition, charitable. This |law
is requiring licensed organi zations to spend the ganbling proceeds for charitable
purposes in addition to continuing an ongoi ng charitabl e programconducted with
8roceeds generated fromsources that are not unrelated business taxabl e i ncone. RCW

. 46.0209 specifically requires that an organi zation not be operated sol eI%/ for the
purpose of carrying on ganbling activities and that it be an organization to which
contributions are deductible or exerrBt fromfederal income taxes.. WAC 230- 08-255
al so requires an independent charitable programas a condition for holding a

ganbling license. Only then may the gaming proceeds be spent for additional program
servi ces.

2. Véshington State lawrequires the distribution of net ganbling incone for
| awful purposes as a requirement of obtaining and nai ntai ning a gamng |icense.

Expenses incurred to maintain the gamng |icense are ordinary and necessary
busi ness expenses deducti bl e under section 162 of the c¢ods, Thus, the limtations
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of section 512(b)(10) of the Code do not apply

3. WAC 230-12-110 requires that the entire net ganbling proceeds be used for
lawful purposes. The additional requirement of WAC 230-08-255 that certain
licensees spend 60% of the net gaming income within the current year does not
change the requirenent that 100% of the net ganbling proceeds be used for lawful

Pur poses though it may change the timng of the deduction. A deduction can only be
taken in the year the funds are actually spent

4. RCW 9.46.0209 and WAC 230-12-110 apply to all ganbling Iicensees.

5 A licensee exenpt under section 501(c)(3) or 501¢(c)(4) is entitled to a lawful
Purpose expenditure deduction under section 162 for expenses incurred as a
condition of holding a gambling license. Lawful purposes are |oosely defined in RCW
9.46.0209. The |ist of permissible purposes for which gam ng incone may be spent
m:st be tenpered by the further requirement that the organization be exenpt from
federal tax and use the funds in furtherance of its own stated purposes whether as
an adjunct to its own programor by a programof targeted grants. A 501(c) (3) or
501 {c) {(4) organization incurring expenditures for non-exenpt purposes jeopardizes

its exenpt status, whether those funds are generated by an unrelated trade or
busi ness or not

6. Expenditures from 513(f) bingo proceeds are not deductible. An allocation must
be made between the 513(f) bingo and the pull-tab income in the gamng account. |f
there are no records on which to base an allocation, all the funds nmay be
considered froman unrel ated trade or business. Expenditures from bingo proceeds
that are not described in section 513(f) that are made as a condition of holding a

gambling |jcense are deducti bl e under section 162 as ordi nary and necessary
busi ness expendi tures.

This document may not be used or cited as precedent. Section 6110(j) (3) of the
I nternal Revenue Code.

END OF DOCUMENT
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Form 990-T Issue:

The minimum legal requirement in the State of Washingtonis to expend 60% of the net gaming

income for the purposes of the organization. No more than an additional 35% may be
expended for administrative expenses.

Due to the minimum requirement, only 60% of the net gaming income, which must be allocated

due to the existence of income from bingo, may be subtracted automatically as an expense from
the gr 0ss receipts on the Form 990-T.

There was a provision that permitted the entire net gaming income to be expensed on the Form
890-T, which was repealed on July 1,2000. The net gaming income was to be “exclusively for
the lawful purposes” of the organization. (WAS 230-20-110) If this provision was to be re-

enacted, with the effect retroactive to June 30,2000, then the netincome could once again be
expensed inits entirety.

The key to this argument is what are the minimum necessary and ordinary expenses (Section
162 of the Internal Revenue Code) required to maintain the organization's gaming license.
Under Washington State law, the amount required is 60%.

Potential benefit: elimination of tax on pull-tabs, resultingin $15K of savings



Amendatory Section:
WAC 230-40-855 Acceptance of tips from patrons for house-banked activities.

Licensees may allow selected employees to accept tips from patrons. If allowed, tips shall be
controlled in a manner to ensure they are only received by authorized persons, properly
accounted for, and maintained separate from all other gaming funds. The following restrictions
and procedures apply:

(1) No employee directly concerned with management, supervision, accounting, security, or
surveillance shall solicit, accept or otherwise share any tip originating from any player or patron:
Provided, That cage cashiers shall be allowed to accept tips.

(2) Each licensee shall establish procedures necessary to ensure that the acceptance of tips by
dealers is observed by the floor supervisor and surveillance. Procedures shall include an overt
display of tips received, such as tapping the table with the tip prior to placing it in the tip
container.

(3) All tips must be dropped into a locked tip container which prevents the removal of chips
except by unlocking. Tip containers must remain under camera coverage of the closed circuit
television system at all times.

(4) 63) Tips to the cashier shall be deposited directly into the tip container by the patron.
Cashier tip containers shall be located outside the cage enclosure.

(5) 4) Tips received shall be retained by employees or pooled among employees--suech
manner-as-determined-by-the-Heensee as approved in the internal controls.

(6) (5 Licensees shall establish and implement procedures for the proper accounting of tips
received by authorized card room employees. The procedures shall be fully documented in the
licensee's internal controls and shall describe in detail any methods used to allocate tips.

(( ounting-and recording o N income-shall be in ent detatl to meet fede

(7) Procedures for employees who retain their own tips must include at least the following:

(a) All tips received by licensed card room employees must be redeemed under surveillance at
the cashier’s cage during the shift in which they were received; and
(b) The cage cashiers must count the tips collected and record at least the following
information:
(i) Name, position and employee number of person that received tips; and
(i1) Amount of tips redeemed; and
(iii) Time and date tips were redeemed at cashier’s cage; and
(iv) Signature of person that received the tips; and
(v) Signature of person counting and recording tip; and
(c) Tips received by a cage cashier must be counted and verified by the shift/floor supervisor
and include the information listed in subsection (b) above.

August 2006 Study Session WAC 230-40-855 Acceptance of Tips From Patrons
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(8) Procedures for employees that pool tips must include at least the following:

(@) All pooled tips must be redeemed under surveillance at the cashier’s cage, count room or
a gaming table; and

(b) Time and date tips were counted; and

(c) Amount of tips counted; and

(d) Name, employee number, and signature of at least two licensed card room employees
counting the tips; and

(e) The name, employee number and amount of tips allocated to each employee receiving the

tips.

[Statutory Authority: RCW 9.46.070. 00-09-052 (Order 383), § 230-40-855, filed 4/14/00, effective 5/15/00.]
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AN ACT Relating to the exclusion or ejection of certain persons
fromlicensed ganbl i ng establishnents; adding a new section to chapter
9.46 RCW and prescribing penal ties.

BE | T ENACTED BY THE LEA SLATURE OF THE STATE GF WASH NGION

NEWSECTION Sec. 1. A newsection is added to chapter 9. 46 ROW
to read as foll ows:

(1) The legislature declares that the exclusion or ejection of
certain persons from the ganbling premses of establishnments that
conduct |icensed ganbling activities is necessary to carry out the
policies of this chapter and to effectively maintain the strict
regul ati on of ganbl i ng.

(2) The commssion may, by rule, provide for the establishnment of
a list of persons who are to be excluded or ejected from a I|icensed
establishnment's ganbling premses. The list nmay include any person
whose presence on the ganbling premses is determned by the
coommssion to pose a threat to the interests of this state, to
| i censed ganbl i ng, or bot h.

(3) The comm ssion' srul es nust define the standards for excl usion
and nust include standards relating to persons:

Electronic Transmtt al 1 Z-0056.1



(a) Wo are career or professional offenders as defined by
conm ssi on rul es;

(b) Who have been convicted of a ganbling-related crimnal offense
under the laws of any state or of the United States;

(c) Wio have violated or conspired to violate this chapter;

(d) Who have been barred under simlar involuntary exclusion | aws
or rules of any other state or nation that regul ates ganbling.

(4) Race, color, creed, national origin or ancestry, gender, or
other discrimnatory reasons shall not be used to place any person
upon the list of exclusion or ejection.

(5) The commission nmay inpose sanctions upon a licensee if the
licensee knowingly fails to exclude or eject from its ganbling
prem ses any person placed by the conmssion on the list of persons to
be excl uded or e€j ect ed.

(6) Any list conpiled by the corm ssion of persons to be excl uded
or ejected shall not be deemed an all-inclusive list. Licensees nust
keep fromtheir ganbling prem ses persons known to themto fall within
t he standards defined under subsection (3) of this section.

(7) Wen the commssion places the name of a person on a |ist
under this section, the comm ssion nust serve notice to the person by
personal service, certified nmail at the last known address of the
person, by publication daily for one week in a newspaper of general
circulation wthin a hundred mle radius of the person's last known
address, or by publication on the conm ssions official internet
website. Wthin thirty days after service of the notification, the
per son named for exclusion or ejection may request a hearing before an
admnistrative |aw judge. The commssion has the affirmative
obligation to denonstrate by a preponderance of the evidence that the
person named for exclusion or ejection satisfies the criteria for
excl usi on established by this section and the conmm ssi on's rul es.

(8) Failure to request a hearing within thirty days after service
precl udes a person from havi ng an adm ni strati ve heari ng.

(9) I'f, upon conpletion of the hearing for exclusion or ejection,
an admnistrative | aw judge determnes that the person naned does not
satisfy the criteria for exclusion established by this section and the
commission's rul es, the admnistrative | aw judge nust issue an initial
order denying the listing.

(10) If, upon conpletion of a hearing for exclusion or ejection,
an admnistrative law judge determnes that placenent of the nane of
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the person on the exclusion list is appropriate, the admnistrative
| aw judge nust nmake and enter an initial order to that effect. The
order is subject to review by the conm ssi on.

(11) This section does not limt the right of a licensee to
exercise its common law right to exclude or eject permanently fromits
prem ses, any person who disrupts the operations of its prem ses,
threatens the security of its premses or its occupants, or is
di sorderly or intoxicated.

(12) A person on the list of excluded persons shall not collect
any w nnings or recover any losses arising as a result of any |icensed
ganbling activity. Additionally, any noney or thing of value which
has been obtai ned by, or is owed to, any person placed on the list of
excluded persons nust be forfeited by order of the commssion,
following notice to the person and opportunity to be heard. Any
forfeited amounts nust be deposited into the ganbling revol vi ng fund.

(13) Any person on the list of excluded persons who enters any
ganbl i ng establishment is guilty of a gross m sdeneanor and subject to
the penalty provided i n RCW9A. 20. 021.
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AN ACT Relating to the powers and duties of the ganbling
comm ssi on; and anmendi ng RCW 9. 46. 070.

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

Sez. 1. RCW9.46.070 and 2002 ¢ 119 s 1 are each anended to read
as foll ows:

The conmm ssi on ((skatl—hawe)) has the foll ow ng powers and duti es:

(1, To authorize and issue licenses for a period not to exceed one
year to bona fide charitable or nonprofit organizations approved by the
comm ssion neeting the requirenents of this chapter and any comm ssion
rul es ((emd—regulations—adopted pursuant—thereto)) permtting ((said))
the organi zations to conduct bingo ganmes, raffles, anusenent ganes, and
soci al card ganmes, to utilize punch boards and pull-tabs in accordance
with the provisions of this chapter and any conmm ssion rules ((and
regutations—adopted—pursuant—therete)) and to revoke or suspend
((satd)) licenses for violation of any provisions of this chapter or
any commission rules ((2rd—regulatieons—adopted—pursuant—theretor
PROVIDED—Fhkat) ). However, the comm ssion shall not deny a |license to
an otherwise qualified applicant in an effort to limt the nunber of
i censes to be issued((+—PROVIBED—FURTHER,—Fhat) ), and the conmm ssion

Code Rev/KB:ads Z2-0055.1/07



O 1 O U1 bW N

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37

or director shall not issue, deny, suspend, or revoke any |icense
because of considerations of race, sex, creed, color, or nationa
ori gi N ( (+—AND—PROVIDED—FUREHER—®Rat) ). The conmm ssion may aut hori ze
the director to tenmporarily issue or suspend |icenses subject to fina
action by the conm ssion;

(2) To authorize and issue |licenses for a period not to exceed one
year to any person, association, or organization operating a business
primarily engaged in the selling of itens of food or drink for
consunption on the prem ses, approved by the comm ssion neeting the
requi renents of this chapter and any commi ssion rul es ((epd—regutations
adepted—pursuant—therete)) permtting ((satd)) the person, association,
or organization to utilize punch boards and pull-tabs and to conduct
social card ganes as a commercial stinmulant in accordance with the
provi sions of this chapter and any conm ssion rul es ((ered—regulations

adepted—pursuant—therete)) and to revoke or suspend ((seaid)) |licenses
for violation of any provisions of this chapter and any comm ssion

rul es ( (ard—reguiations adoptedmpirotatbririaiaasime BROVelbirDeptiear ) ) .

However, the comm ssion shall not deny a license to an otherw se

qualified applicant in an effort to limt the nunber of |icenses to be
I ssued ( (-——PROVIPELD—FUREHER;—That) ), and the conm ssion nmay authori ze
the director to tenporarily i ssue or suspend |icenses subject to fina
action by the conm ssion;

(3) To authorize and issue |icenses for a period not to exceed one
year to any person, association, or organization approved by the
conm ssion neeting the requirenments of this chapter and neeting the

requi rements of any conmm ssion rules ((aebregulations—adepted—by—the
commissionr—pursuant—to—this—echapter a3 new—eor hereafter —amended)),
permtting ((seitd)) the person, association, or organi zation to conduct
or operate anusenent ganes in such manner and at such | ocations as the
conm ssion may determne._ However, the conmm ssion nmav authorize the
director to tenporarily issue or suspend licenses subiect to final
action bv the conm ssion

(4) To authorize, require, and issue, for a period not to exceed
one year, such licenses as the comm ssion nay by rule provide, to any
person, association, or organization to engage in the selling,
distributing, or otherw se supplying or in the manufacturing of devices
for use within this state for those activities authorized by this

Code Rev/KB:ads Z-0055.1/07
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chapter,  However, the commssion mav authorize the director to

temporarily issue or suspend licenses subiect to final action bv the

conmi Sssi on;

(57 To establish a schedul e of annual |icense fees for carrying on
specific ganbling activities upon the prem ses, and for such other
activities as may be licensed by the conm ssion, which fees shal
provide to the conm ssion not |ess than an anount of noney adequate to
cover all costs incurred by the conm ssion relative to |icensing under
this chapter and the enforcenent by the conm ssion of the provisions of
this chapter and any conmmi ssion rules ((ard—regulations—adepted
pursuant—theretor—PROVEIDED,—Thet) ). However, all licensing fees shal
be submitted With an application ((&resefeor)) and such portion of said
fee as the conm ssion may determ ne, based upon its cost of processing
and investigation, shall be retained by the comm ssion upon the
wi t hdrawal or denial of any such |icense application as its reasonabl e
expense for processing the application and investigation into the

granting t hereof ((+—PROVIDEDFURTHER —Bmat)). |f in a particular case
the basic |license fee established by the comm ssion for a particular
class of license is less than the commi ssion's actual expenses to

I nvest:-gate that particular application, the conm ssion nay at any time
charge to that applicant ((saeh)) additional fees ((as—a+e)) necessary
to pay the comm ssion for those costs. The comm ssion may decline to
proceed with its investigation and no |icense shall be issued until the
conm ssion has been fully paid ((shesefeor)) by the applicant ((+—=aNB
PROVEDED—FURTHER—Thet) . The conm ssion nay establish fees for the
furnishing by it to |licensees of identification stanps to be affixed to
such devi ces and equi prent as required by the comm ssion and for such
other special services or prograns required or offered by the
commission, the anmount of each of these fees to be not less than is
adequate to offset the cost to the comm ssion of the stanps and of
adm ni stering their dispersal to |icensees or the cost of adm nistering
such other special services, requirenments or prograns,

(6) To prescribe the manner and nethod of paynment of taxes, fees
and penalties to be paid to or collected by the conmm ssion;

(7) To require that applications for all I|icenses contain such
information as may be required by the conm ssion((+—RPRoVEDED—That) ) .
However, all persons (a) having a managerial or ownership interest in
any gambling activity, or the building in which any ganbling activity
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occurs, or the equipnent to be used for any ganbling activity, or (b)
participating as an enpl oyee in the operation of any ganbling activity,
shall oe listed on the application for the license and the applicant
shall certify on the application, under oath, that the persons nanmed on
the application are all of the persons known to have an interest in any
ganbl i ng activity, building, or equipnent by the person maki ng ((sweh))
the applicationg (-—DpAuTnDn monmonn,  Seat) );he conm ssion shall
require fingerprinting and national crimnal history background checks
on any persons seeking |icenses, certifications, or permts under this
chapter or of any person holding an interest in any ganbling activity,
buil ding, or equipnment to be used ((therefex)) for anv authorized
gambling activity, or of any person participating as an enpl oyee in the

operation of any ganbling activity. Al national crimnal history
background checks shall be conducted using fingerprints submtted to
the United States departnent of justice-federal bureau of

I nvestigation. The conmm ssion nust establish rules to delineate which
persons named on the application are subject to national crimna
hi story background checks. In identifying these persons, the
conm ssion nust take into consideration the nature, character, size,
and scope of the ganbling activities requested by the persons naking
such applicati ons;

(8) To require that any license holder naintain records as directed
by the comm ssion and submt such reports as the conmm ssion nay deem
necessary;,

(9) To require that all incone from bingo ganes, raffles, and
amusement games be recorded and reported as established by rule ((es
regutatieon)) of the conmmssion to the extent deened necessary by
consi dari ng the scope and character of the ganbling activity in such a
manner that wll disclose gross incone from any ganbling activity,
anounts recei ved fromeach player, the nature and val ue of prizes, and
the fact of distributions of such prizes to the winners thereof;

(10) To regulate and establish maximum limtations on incone

derived from bingo. In establishing limtations pursuant to this
subsection the comm ssion shall take into account ((+3)) @& the
nature, character, and scope of the activities of the |icensee;

((++3))) 4(b) the source of all other income of the I|icensee; and
((£3+3%))) [(c) the percentage or extent to which incone derived from
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bingo is wused for <charitable, as distinguished from nonprofit,
pur poses. However, the comm ssion's powers and duties granted by this
subsection are discretionary and not nmandatory;

(11) To regulate and establish the type and scope of and manner of
conducting the ganbling activities authorized by this chapter,
including but not limted to, the extent of wager, noney, or other
thing of val ue which nay be wagered or contributed or won by a pl ayer
In any such activities;

(12) To regul ate the collection of and the accounting for the fee
which nmay be inposed by an organization, corporation, or person
| icensed to conduct a social card ganme on a person desiring to becone
a player in a social card gane in accordance with RCW9. 46. 0282;

(1.3) To cooperate with and secure the cooperation of county, city,
and other local or state agencies in investigating any matter within
the scope of its duties and responsibilities;

(14) In accordance with RCW9. 46. 080, to adopt ((sweh)) rules ((and
regutasions—as—are—deemed)) necessary to carry out ((skre—purposes—and
provisitens—of)) this chapter. Al rules ((ard—regutations—shall)) Nust
be adopted pursuant to the adm nistrative procedure act, chapter 34.05
RCW

(15) To set forth for the perusal of counties, city-counties,
cities and towns, nodel ordinances by which any |egislative authority
thereof may enter into the taxing of any ganbling activity authorized
by this chapter

(16)(a) To establish and regulate a maxinumlimt on salaries or
wages which may be paid to persons enployed in connection wth
activities conducted by bona fide charitable or nonprofit organizations
and authorized by this chapter, where paynent of such persons is
allowed, and to regulate and establish maximum limts for other
expenses in connection with such authorized activities, including but
not limited to rent or |ease paynents. However, the conm ssioner's
powers and duties granted by this subsection are discretionary and not
mandat ory.

{b) I'n establishing these maximumlimts the conm ssion shall take
i nto account the anmount of incone received, or expected to be received,
from the class of activities to which the Iimts will apply and the
anmount of noney the ganes could generate for authorized charitable or
nonprofit purposes absent such expenses. The comm ssion may al so take
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into account, in its discretion, other factors, including but not
limted to, the local prevailing wage scale and whether charitable
pur poses are benefited by the activities;

(1'7) To authorize, require, and issue for a period not to exceed
one year ((sueh)) licenses or permts, for which the conm ssion may by
rule provide, to any person to work for any operator of any ganbling
activity authorized by this chapter in connection with that activity,
or any manufacturer, supplier, or distributor of devices for those
activities in connection with ((sweh)) the business. However, the
conmi Sssion may authorize the director to tenporarily issue or suspend
licenses subject to final action by the conm ssion. The conm ssion
shall not require that persons working solely as volunteers in an
aut hori zed activity conducted by a bona fide charitable or bona fide
nonprofit organi zati on, who receive no conpensati on of any kind for any
purpose from that organization, and who have no nanagerial or
supervisory responsibility in connection with that activity, be
licensed to do such work. The conm ssion may require that |icensees
enpl oying ((swek)) unlicensed volunteers submt to the conm ssion
periodically a Iist of the names, addresses, and dates of birth of the
vol unt eers. If any volunteer is not approved by the conmm ssion, the
comm ssion nmay require that the licensee not allow that person to work
I n connection With the [icensed activity;

(13) To publish and nake avail able at the office of the comm ssion
or elsewhere to anyone requesting it a list of the conmm ssion
i censees, including the nane, address, type of license, and |icense
nunber of each |icensee;

(13) To establish guidelines for determ ning what constitutes
active nenbership in bona fide nonprofit or charitable organizations
for the purposes of this chapter; ((and))

(23) To renew the license of every person who applies for renewal
within six nonths after beinag honorably discharaed fromservice in the
arned forces of the United States upon pavment of the renewal fee
applicable to the license period, if there is no cause for denial
suspension, or revocation of the license. Llicenses that are valid at
the time a |licensee enters service in the arned forces remain valid as
long as such service continues unless the license is suspended,
revoked., or denied for cause under conmm ssion rule or |aw, and
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(21) To performall other matters and things necessary to carry out
t he purposes and provisions of this chapter.

"7 END ---

Code Rev/KB:ads Z2-0055.1/07



DRAFT

AN ACT Relating to the minimum age for gambling and penalties for underage
gambling; adding a new section to chapter 9.46 RCW.

BEIT ENACTED BY THE LEGISLATURE OF THE STATE OF WASHINGTON:

NEW SECTION. Sec.1l. A new sectionisadded to chapter 9.46 RCW to read as
follovws

RCW 9.46.XXX
Minimum gambling age --- Gambling by persons under eighteen --- Civil
infraction — Jurisdiction.

(1) Itisunlawful for any person under the age of eighteen to play punchboards, pull-tabs,
or card games, or to participate in fund-raising events. Persons under the age of eighteen
may play bingo and amusement game activities only as provided by Commission rules.

(2) A person under the age of eighteen who engagesin, or attemptsto engage in,
gambling activities allowed by this chapter commitsaclass 2 civil infraction under
chapter 7.80 RCW and is subject to afine as set out in chapter 7.80 RCW, up to four
hours of community restitution, and any court imposed costs. This section does not apply
if a person under the age of eighteen, with parental authorization, is participatingin an
underage gambling investigation as part of a gambling commission or law enforcement
agency activity.

(3) Municipal and district courts within the state have jurisdiction for enforcement of this
section, subject to the provisions of RCW 13.04.030.
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AN ACT Relating to the mninmm age for ganbling; adding a new
section to chapter 9.46 RCW and prescribing penalties.

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

NEW SECTION. Sec. 1. A new section is added to chapter 9.46 RCW
to read as follows:

(11 No person under the age of eighteen may engage in punchboards,
pul | -tabs, social card ganes, or fund-raising event activities.
Persons under the age of eighteen may engage in bingo and anusenent
gane activities only as provided i n WAC 230-12-027.

(21 A person under the age of eighteen who engages in, or attenpts
to engage in, ganbling activities allowed by this chapter commts a
class 3 civil infraction under chapter 7.80 RCW and is subject to a
fine under RCW 7.80.120 or up to four hours of comunity restitution
or both. This subsection does not apply if a person under the age of
ei ghteen, with parental authorization, is participatingin an underage
ganbling investigation as part of a ganbling commssion or |aw
enf or cenent agency activity.

(3 Municipal and district courts wthin the state have
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jurisdiction for enforcenment of this section,
of RCW 13. 04. 030.

77 END ---
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Combating Underage Gambling
Asyou may know, we have been conducting underage compliance visits for
about three years. More than 40% of the visitsresulted in a violation because a

minor was allowed to enter a card room and gamble. A better job needs to be
done to keep minors out of card rooms.

There isaresource to help you that isavailable right now through the Liquor
Control Board (LCB). To assist you in keeping minors out of your card room,
we recommend that licensees send all employees through the LCB’s driver's
license identification (1.D.) training. The LCB offersthis training twice a
month on a voluntary basis. If you attend, make sure you sign in so there isa
(Continued on page 7)

. & Two Part Payment Plan for License Fees No Longer Allowed
4 Increasing Tip Reporting for Card Room Employees Seepage Sfor details!

| nter net Gambling Update

So much has been written about the recent Internet gambling bill, we wanted to
respond with some of the facts. Hopefully, these facts will help when you hear
people talking about Internet gambling.

Internet gambling currently is, and always has been, illegal under
- Washington law. Onlinegamblingisalsoillegal under federal law
- (Federal WireWager Act (18 U.S.C. § 1084 (1994)). .

Why wasthe Law Passed?
In response to the growth of illegal Internet gambling
_ activities, the Legislature unmistakably clarified and
strengthened Washington's existing statutory prohibition
against Internet gambling. The specific term " Internet™ was
added to the law and one of the possible penaltiesfor its
violation was increased, providing law enforcement with
additional tools to pursue those profiting from or supporting
-~ illega Internet gambling.

Washington State Gambling Commission

(Continued on page 6)

Commissioners 1
John Ellis, Chair

- 1Jdudge Janice Niemi (Ret.), Vice Chair
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Senator Margarita Prentice 4 Rule Changes Under Review
Senator Jerome Delvin 8 Late Activity Reports
RepresentativeAlex Wood 9 Administrative Case Update

RepresentativeJohn Serben 13 Adopted Rule Changes
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(Continued from page 6)

Advertising.

Although, radio, television and
newspapers that publish

" gambling information™ (RCW
9.46.0245) are exempt from the new law, advertising for
Internet gambling isgenerally illegal. In most instances,
advertising would be a gross misdemeanor under the
professional gambling statute (RCW 9.46.222).

Writing general information about Internet gambling is
okay. However, providing linkstoillegal sitesis
considered soliciting or inducing personsto participate
inanillegal gambling activity and isaviolation of the
professional gambling statute (RCW 9.46.0269). The
courts have determined that there is not First
Amendment protection from advertising illegal
activities.

Federal Enforcement Actions.

In 2003, the United States Department of Justice (DOJ)
mounted a coordinated challenge to the advertising of
Internet gambling sites. A DOJ official sent aletter to
the National Association of Broadcasters stating that
media businesses likely were " aiding and abetting™
violations of federal law when they circulated such
advertising.

In 2004, the DOJ seized from Discovery
Communications $3.2 million that Paradi sePoker.com
had prepaid for future advertising of its Internet
gambling site.

In May 2006, the DOJ announced the indictment of two
individualsand the corporations through which they
operated their illegal, off-shore gambling websites.
Those individuals and entities are also charged with
money laundering over $250 million worth of illegal
Internet gambling wagers. The indicted individuals are
currently federal fugitives.

Hor se Racing.

A few years ago, account wagering for horse racing was
authorized by the Legislature. Thisisa separate law
from the Internet gambling prohibition.

Currently, the Horse Racing Commission has three
licensed vendors that provide account wagering.

For more information, call the Horse Racing
Commission at (360) 459-6462.

Pege 7

Washington State Gambling Commisson = Focus on Gambling Newdetter

Gambling Defined.
Gambling involves three elements. Prize,

# Consideration and Chance. If one of these elementsis

removed, it is no longer agambling activity. For
example, if you pay afeeto play agame of chance
(such as poker, blackjack, bingo, roulette, slots, etc.)
for aprize, it isagambling activity. However, if you
play these games for free (no entry fee or wager) itis
not gambling and okay to play on the Internet.

(Continued from page D

record that you attended the training. 1n about two
months, the LCB will have atraining CD available for
viewing. Please contact your local LCB office for more
information.

With proper training, employeeswill be better prepared to

deal with minorstrying to enter a card room and gamble.

Other items that may reduce the opportunity for minorsto

enter card rooms are:

o Posting signs requiring staff to check for proper 1.D.

e Making sure there is adequate staffing to check
patron's I.D.

e Posting a security person at the door

e Having awaitress, dealer, and floor supervisor check
for proper 1.D.

e Updating internal controlsand training staff on what-
is expected of them

Some card rooms have asked us to look at " mitigating
circumstances' when a second violation has occurred.
The current fine structureis;

First Violation: $300 Notice of Violation and Settlement
Second Violation: Five day suspension; four days
deferred and one day vacated by paying afine of 75% of
the net gambling receipts for one day

If you receive a second violation in one year, we will look
at what you have done to try and keep minors from
gambling at your card room. If you have taken steps to
train employees, put up signs, update your internal
controls, and document these changes, we will take these
into consideration and the fine may be reduced to 50% of
net gambling receipts, instead of 75%. Contact your local
agent if you have questions.

April - June 2006



	08 06  Study Session Agenda NP.pdf
	08 06 Study Session Agenda Commercial.pdf
	08 06 RSP Schedule Chart.pdf
	08 06 WAC 230-04-190 TwoPart  Payment  Plan.pdf
	08 06 Seattle Jaycees - Tax Ltr.pdf
	08 06 WAC 230-40-855 Tips.pdf
	08 06 Agency Request Legislation.pdf
	08 06 Underage Gambling News Article.pdf

